Accounting 12
Week 3

Question 1

Melbourne Paints has provided the following information:

Cash at Bank $12800, Creditors $3200, Debtors $6500, Loan (Due 30/09/2004) $2700, Loan (Due 30/6/2005) $2000, Stock $9000, Equipment $4000, Fixtures & Fittings $3900, Vehicle $7000.
(a) Find the owners Capital

(b) Prepare a Classified Statement of Financial Position.

(c) Does Asset = Liabilities + Owner’s Equity
Yes/No

(d) Of the total Assets, how much of it is funded by the owner? $.......................

a. How are the rest of the assets funded? By ………………………………………

(e) What is the Total Current Asset? $ ……………………

(f) What is the total Current Liability? $ …………………..

(g) Current Asset – Current Liability = $...................................

a. This is called the WORKING CAPITAL. The amount of capital (funds) the business can use in the current period to operate the business. Business is doomed if there is not enough working capital.
(h) Why can’t the business use all its current asset as working capital? ………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………
(i) The following transactions occurred today. Adjust the Statement of Financial Position.
a. Bought Office Furniture for cash $1000.

i. Does your statement still Balance (are both sides in Balance)

ii. Does the total Value of Asset change?

iii. Did Owner’s Equity Change?
b. Paid Loan (Due 30/9/04) $700 Cash.

i. Does the Statement still Balance?

ii. Did the Owner’s Equity Change?

c. Borrowed $500 from ABC Bank?

i. Does the statement Balance?

ii. Did the Owner’s Equity Change in value?

d. Paid Rent $500 in cash.

i. Does the statement balance?

ii. Did the Owner’s Equity Change?

1. If it changed, did increase or decrease?

e. Received $200 cash interest from the Bank.
i. Does the statement Balance?

ii. Did the owner’s Equity Change?

1. If so, by how much?

Accounting

Asset:


what is owned by the business?
Liability:

what the business owes others.

Owner’s Equity:
Residual value in assets after the liability is taken out. (Net Wealth)

Asset = Liability + Owner’s Equity

Statement of Financial Position: a financial report that reports the Assets, Liabilities and Owner’s Equity.

Classified Statement of Financial Position: Groups Assets and Liabilities into: Current and Non-Current.

Current Asset: An asset that can be liquidated (Cashed) in 12 months.

Current Liability: A liability that is due and payable in 12 months.

Non-Current Asset: Asset that would remain with the business for more than 12 months.

Non-Current Liability: Liability that has to be paid in more than 12 months.

Expense: outflow of economic benefit (asset) that decreases Owner’s Equity.
Revenue: inflow of economic benefit (asset) that increases owner’s equity.

Two-fold Effect (DOUBLE ENTRY ACCOUNTING): One transaction affects two items (at least) on the Statement of Financial Position.
Ledger: a record on paper of individual account. Eg  Cash at Bank, Stock, Loan, Capital etc

‘T’ Format Ledger
	Cash at Bank

	Date
	Details
	$
	Date
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· Letter “T” divides the ledger in two equal parts, hence, called the ‘T’ Format. Right hand side is called the DEBIT side and the Left hand side is called the CREDIT side.
